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Home-Retire Life Expectancy Income Stream for Retirees 



1 .0 PRODUCT OVERVIEW 

Financial products suitable for three identifiable and substantial mortgage markets: 

• Retiree 65 years and over seeking a life expectancy income stream 

• Baby boomers 50 to 65 years seeking to save for retirement 

• Investors seeking to maximise income from their investment properties 

Common to each of the above are the following characteristics: 

• Unencumbered property available for security 

• Accesses equity otherwise locked in the home or investment property 

• Is not a typical reverse mortgage 

2.0 PRODUCT OBJECTIVES 

Use of a typical reverse mortgage currently favoured in the market will create a 
massive debt over the loan period as loan interest is entirely accrued and 
compounded annually. This will, inevitably, require the secured property (usually the 
family home) to be sold to pay the debt. Indeed, there is a further risk that the sale 
value may not even equal or exceed the ultimate loan payout. 

Accordingly, the fundamental objectives of the Home-Retire product is two-fold : 

• To provide a life expectancy income stream to Retirees 

• To enable the secured property to be retained at the end of the loan period 

The first objective is achieved by a monthly or quarterly return of capital (less 
applicable interest expense, charges and fees) to the Retiree over the loan period 
which is capital guaranteed . 

The second objective is achieved by paying all or t>art of the mortgage interest 
monthly or quarterly as it is incurred rather than capitalising interest in full throughout 
the loan term. 

This in turn facilitates repayment of the final loan balance by simply refinancing of the 
family home or investment property through re-valuation taking into account the 
capital gain on the property over the loan term. 

It should be noted that the Home-Retire financial model sets a target average 
investment earnings rate whereby, if achieved, all mortgage interest will have been 
paid. Under such conditions, the only obligation of the Retiree is to then repay the 
principal at the end of the loan term. 
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2.1 Target Market Sector 

This Overview describes the product's application to the Retiree market only: 

• Retirees 65 years or over 

• Owners of unencumbered home 

• Asset rich/cash flow poor (or those seeking to increase cashflow) 

• With or without Spouse/De facto Partner 

• With or without dependants 

• Retirees, because of age, will have missed the opportunity to accumulate 
sufficient superannuation savings because of the late introduction of 
compulsory superannuation 



2.2 Product Comparison 

For illustrative purposes the following shows the differing payouts under the Home- 
Retire product and a typical reverse mortgage. 

In this example the owner of a $ 600,000 home seeks a tax-free net annual income 
stream of $ 12,000 using a 45% LVR loan facility over 15 years at a borrowing rate of 
8%. 

i 

Three investment scenarios are shown where average investment returns are lower 
than target earnings, where target investment earnings are achieved and where 
average investment earnings exceed target rates: 

Scenario A -Below target investment earnings rate (say 8.5%) 

Loan Payout After 15 years 
Reverse mortgage $ 573,540 

Home-Retire $ 338.640 „ 

Saving to Retiree $ 234,900 

Scenario B - At Target investment earnings rate (sav 9.75%) 

Loan Payout After 1 5 years 
Reverse mortgage $ 573,540 

Home-Retire $ 270,000 

Saving to Retiree $ 303,540 

Scenario C - Above target investment earnings rate (sav 10.5%) 

Loan Payout After 15 years 
Reverse mortgage $ 573,540 

Home-Retire $ 218,541 

Saving to Retiree $ 354,999 



In virtually ait investment and interest rate conditions the ioan payout using the 
Home-Retire product wili be significantly lower than under a typical reverse 
mortgage since the investment fund will be always earning some amount of 
investment income to pay, rather than defer and compound, mortgage interest 
in whole or part. 
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3.0 PRODUCT DESCRIPTION 

The Home-Retire product is new and innovative. It has some general features in 
common with all mortgages and investment products but is a unique combination not 
currently offered in the market, Furthermore r each of its specific product components 
has new and unique patentable features that distinguish the Home-Retire product 
from anything before or currently offered in the market. 



3.1 General features 

The Home-Retire product combines the following general features into a seamless 
financial product: 

• Interest only mortgage secured by registered first mortgage over residential or 
investment property 

• Variable or Fixed interest rate (optional) 

• Loan term determined by reference to actuarial life expectancy tables 

• Loan to Value Ratio (LVR) from 20-50% depending upon age and selection of 
variable or fixed interest rate mortgage 

• Managed investment fund 

• Capital guarantee 

• Life expectancy income stream 

• Investment income bonuses 

• Complying benefits under Social Security rules 

• 1 00% Primary reversionary benefit to Spouse/de facto partner 

• Secondary reversion to Retiree's beneficiaries (optional) 

• Insurance to cover financial risk components for securitisation (optional) 

• Health and hospital insurance cover for over 65's (optional) 

3.2 Product components 

The Home-Retire product comprises two specific product components each with its 
own unique and specific patentable characteristics: 

• Mortgage product 

• Investment product 

These product components may be offered in one seamless product by a single 
organization or as two separate products. They may also be offered by two 
separate organizations but sold by in combination through accredited 
intermediariei such as financial planners. 

There is a clear marketing advantage to be gained from the structuring of the 
Home-Retire product as two product components since, unlike typical reverse 
mortgages, the intermediary or sales distributor derives multiple income or 
commission streams. 
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Home-Retire Life Expectancy Income Stream for Retirees 

3-3 Patentable unique features of the Mortgage Product component 

The Mortgage product component is neither a traditional interest only mortgage nor a 
typical reverse mortgage. 

It is an entirely new and different form of mortgage not currently provided in the 
market. It is a "hybrid" form of flexible mortgage that combines new and unique 
elements with features of standard existing mortgages. 

The Home-Retire mortgage product component is designed to provide a capital lump 
sum and charge interest at variable or fixed rates in the usual manner. It is intended 
that the Home-Retire Investment product component will provide investment income 
to meet mortgage interest charges as they are incurred throughout the loan term. 

Where investment income is not sufficient to meet the interest charge then and only 
then will the interest charge be capitalised, in whole or part. 

Equally, where investment income exceeds the interest charge then any prior 
capitalised interest payments may be paid to avoid the negative effect of 
compounding interest. 

In other words, the Home-Retire mortgage product component is, uniquely, able to 
"switch" from a traditional interest only mortgage to a reverse mortgage (and vice 
versa), as investment conditions require. 

In summary, the general features of the Mortgage Product component are: 

• Interest only 

• Variable or 30 year fixed interest rate option 

• Graduated scale of brdak costs (in the case of fixed interest rate loans) 

• 20-50% LVR depending upon age and selected interest rate option 

• Loan term determined by reference to borrower's age and actuarial life 
expectancy tables 

• Secured by registered first mortgage over unencumbered property 

These general features are enhanced by the patentable features unique to the 
Home-Retire Mortgage Product component: 

• Hybrid form of mortgage containing features of both a standard interest-only 
mortgage and a typical reverse mortgage 

• Flexibility to pay or capitalise interest (in whole or part) at any time, at the 
option of the borrower 

• Ability to pay previously capitalised interest (in whole or part) at any time, at 
the option of the borrower without penalty 

• The incorporation of "Primary" and "Secondary" reversionary provisions in 
both the Mortgage Product component and the accompanying Investment 
Product component 

• Primary reversion means that upon the early death or the borrower, benefits 
revert 100% to the Spouse/de facto Partner for the remainder of the loan term 

• Secondary reversion means that upon early death of both the borrower and 
early death of the Spouse/de facto Partner benefits then further revert 100% 
to the Beneficiaries for the remainder of the loan term 
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In terms of drafting, the form of mortgage is more akin to a typical reverse mortgage 
so as to overcome the legal difficulties of the lender in writing mortgages to 
borrowers without the demonstrated ability to service the ihterest and repay the loan. 

Refer to Section 5.0 and the spreadsheets containing sample Home-Retire loan 
analyses Annexed hereto for specific rates, charges and fees associated with the 
Mortgage Product component. 



3.4 Patentable features of the Investment Product component 

The Investment Product component is equally important as the Mortgage Product 
component to the overall Home-Retire financial product. 

It is the Investment Product component that is relied upon to fulfil two important 
functions: 

• Provide irlcome stream to the Retiree 

• Derive investment income to pay rhortgage interest (in whole or part) as it is 
incurred 

In summary, the general features of the Investment Product component are: 

• Managed investment fund 

• Zero residual balance 

• income generating investment portfolio 

• Capital guaranteed 

• Investment term matches loan term 

The Investment Manager is required to perform the following tasks on behalf of the 
fund: 

* 

• Manage investments to maximise income 

• Regular returns of capital to the Retiree (weekly, monthly, quarterly or yearly) 

• Make regular mortgage interest payments 

• Receive interest payments and administration charges from Retiree 

• Make regular health insurance payments (optional) 
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These general features are enhanced by the patentable features unique to the 
Home-Retire Investment Product component: 

• Simple interest is charged to the Retiree on the reigular payments, as made 

• Administration fee is charged to the Retiree 

• Capital guarantee 

• Equities based investment portfolio to maximise income and achieve a higher 
mean earnings rate (MER) than typically associated with capital guaranteed 
funds 

• A mix of cash and shorter term liquid investments to meet routine 
commitments and cashflow requirements of fund 

• Flexible and individual fund start dates associated with each mortgage as 
they are sold as opposed to fixed terms typical of universally subscribed 
capital guaranteed or defined outcome investment products 

• The fixing of individual fund exit dates assists in management of the 
investment portfolio to maximise income. Fixed exit dates are ensured by 
having all loans go to full term (even in the event of early death of the 
borrower) through the unique 'primary* and 'secondary 1 reversionary benefit 
provisions of the Investment Product component and the accompanying 
Mortgage Product component 

• A target average investment earnings rate is set according to the Home- 
Retire financial model which, if exceeded, will result in investment profits in 
given fund years 

• The Home-Retire financial model underlies the sample loan analysis 
spreadsheets Annexed hereto 

• Investment profits are accrued as Bonuses for distribution to the Retiree at 
the discretion of the Fund Manager 

• Accrued but undistributed Bonuses may be applied in whole or part by the 
Funds Manager to previously capitalised mortgage interest payments or 
interest payments currently due in any poor performing fund year 

• At the expiry of the loan term all accrued Bonuses must be distributed to the 
Retiree 

• Fund Manager may share in any Bonus distribution as a form of performance 
fee/incentive reward 

• Option to include over 65's hospital and health insurance cover 



Refer to Section 5,0 and the spreadsheets containing sample Home-Retire loan 
analyses Annexed hereto for specific rates, charges and fees associated with the 
investment Product component. 
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4.0 PRODUCT COMPONENTS AND ALLIANCE PARTNERS 

The Home-Retire bundles various product components into one seamless financial 
product. 

4.1 Product Components 

The following sets out the product components and flow of funds using the Home- 
Retire product: 



Mortgage Product 

Interest only 
Variable rate or 30 year fixed 
rate mortgage 



Sales Distributors 

Financial Planner 



Investment Product 

Capital guaranteed 
investment fund 



Health Insurance 

Over 65' s hospital and 
health cover 



Retiree 

Guaranteed income stream 
Simple interest charges 
Administration fee 
Health insurance premium 
Repayment of loan principal 
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4,2 Alliance Partners 

Having due regard to the linked credit provider provisions of the Trade Practices Act 
and State Consumer Codes which makes both the credit provider and the service 
provider jointly and severally liable for acts and representations, Home-Retire adopts 
either of the following business models: 

• Single Provider Model 

♦ Dual provider Model 



4,3 Single Provider Model 

Under the single provider model one organization is licensed by Home-Retire to 
provide both the Mortgage Product component (the credit provider) and the 
investment Product component (the service provider). 

Such a model is ideal for trading banks, investment banks, insurance companies and 
large financial services organizations with both wholesale funding ability, associated 
or in-house funds management operations and their own established distribution 
channels. 

Under this model the two product components may be linked as one or sold 
individually. 



Organisation 1 

Mortgage and Investment Product Provider 



r 



Mortgage 



r 



Investment 



Wholesale funding 
Retail mortgage 
Mortgage 
management 



Funds administration 

Investment 

management 



r 




Sales Distribution 



Financial advice 
Product recommendations 
Sales distribution 
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4.4 Dual Provider Model 

Under the dual provider model two separate organizations are separately licensed by 
Home-Retire to provide the Mortgage Product and Investment Product components 
respectively. 

Under his model the two product components are not directly linked . They are 
recommended in combination but sold separately by independent intermediaries, 
usually accredited financial planners. 



Organisation 1 

Mortgage Product Provider 

♦ Wholesale funding 

♦ Retail mortgage 

♦ Mortgage management 



Organisation 2 

Investment Product Provider 

• Issuer/manager 

• Funds administration 

• investment management 



Financial Planner 

• AFS Licensed 

• Financial advice 

• Product recommendations 

• Sales distribution 
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5.0 Roles and Responsibilities of Alliance Partners and Borrowers 

Home-Retire seeks to license the best-of-breed alliance partners to provide the 
product components: 

5.1 Wholesale Funding 

• Provides wholesale funding at 7.9% p.a. (variable) or 8.5% (30 year fixed) 

• Rate includes a loan margin payable to any mortgage retailer/originator 

5.2 Retail Mortgage 

• Provides 15 year interest only mortgage at 7.975% (variable) or 9.025% (15 
year fixed) 

• Processes registered first mortgage over home security property 

• Receives one-off loan application fee of 0.5% of loan principal from Retiree 

• Receives one-off valuation fee of $400 from Retiree 

• Receives net loan margin of 0.7% p.a. from wholesale funder 

• Pays Sales Distributor upfront commission of 0.5% of loan principal 

• Pays Sales Distributor trailing commission of 0.05% p.a. for life of loan 

• Pays Home-Retire loan margin over-ride of 0.025% for life of loan 

• Receives monthly or quarterly mortgage interest payments from Investment 
Fund 

• Pays one-off Valuer fee of $400 

• Pays balance of loan principle to Investment Fund Manager 



5.3 Issuer/Investment Fund Manager 

• Receives loan principal from retail mortgage provider 

• Invests loan principal in capital guaranteed managed investment fund 

• Makes monthly or quarterly mortgage interest payments to retail mortgage 
provider 

• Devises and manages investment portfolio 

• Seeks to earn or exceed target average investment earnings rate of 9.75% (in 
the case of a variable interest rate loan) 

• Accrues excess earnings over and above target average earnings rate as 
undistributed Bonuses 

• Makes periodic distributions of Bonuses to Retiree 

• Charges Retiree simple interest charge of 8.95% on each gross monthly or 
quarterly payout (not on loan principal) 

• Receives gross investment managers fee of 1 .25% of annual fund balance 
(0.75% to t Investment Funds Manager plus 0.5% to Issuer/Manager) for life of 
loan 

• Pays Sales Distributor trailing commission of 0.25% of annual fund balance 
for life of loan 

• Pays Home-Retire one-off Royalty payment of 0.5% of loan principal 

• Tops up any shortfall in target earnings using accrued but undistributed 
Bonuses from prior fund years 

• Notifies retail mortgage provider of any interest payment shortfall to be 
capitalised for any particular fund year 
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5.4 Retiree 

• Pays retail mortgage provider loan application fee of 0.5% of loan 
principal 

• Pays retail mortgage provider valuation fee of $400 

• Receives guaranteed monthly or quarterly income stream being payments 
in equal instalments over 15 years (less deductions for simple interest, 
administration charge and health insurance premium) 

• In event of Retiree's early death 100% reversionary benefits to 
Spouse/De facto Partner for remainder of loan term 

• In event of early death of Spouse/De facto Partner 100% reversionary 
benefits to Retiree's Beneficiaries 

• At target average investment earnings rate Retiree will have paid all 
mortgage interest during term of the loan leaving only obligation to repay 
principal 

• Average capital gain of 3,1% over loan term will exceed loan principal 
owed thereby enabling family home to be re-financed and retained by 
Spouse or Beneficiaries 

• Where target average investment earnings are not achieved during the 
loan term there will be some interest capitalised and payable at the end of 
the loan term 

• Where target average investment earnings are exceeded during the loan 
term the fund will declare Bonuses which may be distributed or accrued till 
the end of the loan term at the Investment Manager's discretion to provide 
for fluctuations in fund earnings from year to year 



5.5 Sales Distributors 

• One exclusive Sales Distributor appointed to each sales channel 

• Distributor retains exclusive rights within the channel provided minimum sales 
targets are achieved 

• Recommends purchase of the Mortgage Product component in combination 
with the Investment Product component 

• Receives sales commission from the Mortgage Product component of 0.5% of 
loan principal (upfront) plus 0.05% loan margin (trailing) 

• Receives sales commissions from the Investment Product component of 
0.25% of annual fund balances (trailing) 

• Channels include: 

o Mortgage originators 
o Banks 

o Insurers and insurance agents 

o Accountants 

o Financial Planners 

o Health Funds 

o Industry and Aged Care Associations 
o Health Care and Aged are Providers 
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5 FINANCIAL ANALYSIS 



6.1 Sample Loan 

The spreadsheets attached hereto set out the quarterly analysis of a sample Home- 
Retire loan over a 15 year term. 

In this example the home value is $600,000 with a LVR of 45% and principal loan 
amount of $270,000 providing a quarterly payment to the Retiree of $4,500 (gross) or 
$ 2,392 (net). 

In this example the Retiree has opted to include top health and hospital insurance 
coverage for over 65's within the Home-Retire package. 

The first spreadsheet uses a variable rate interest only mortgage. The second 
spreadsheet uses a 30 year fixed rate interest only mortgage 

Whilst the standard Home-Retire financial model underlies these examples, it should 
be noted that the specific interest and earnings rates shown are indicative only and 
may not accurately reflect current market rates. 



6.2 Annual Sales 

The Home-RetirQ Business Plan is based upon sales of 5,000 mortgages in the first 
year and incremented annually over 15 years adopting the following spread of loans: 



Home Value 


Loan Principal 


Total % 


350,000 


157,500 


30 


500,000 


225,000 


25 


600,000 


270,000 


20 


800,000 


360,000 


12 


1,000,000 


450,000 


10 


2,000,000 


900,000 


3 



Cornmercial-ln-Confidence 
Patent Pending 
Copyright €> 2004 Home-Retire Pty Ltd 



14 

Home-Retire Life Expectancy Income Stream for Retirees 



6.3 Budgeted Revenue 

Based upon the variable interest rate sample loan and the sales projections, the 
budgeted revenues for each of the Home-Retire alliance partners is, as follows: 



Sample Loan Total Year 1 

$ ~ $ 

Wholesale Funder 291 ,600 1 ,458,000,000 

Retail Mortgage Provider 28,350 141 ,750,000 

Investment Fund Manager 30,837 1 54, 1 85,000 

Health Insurer 37,500 187,500,000 
Sales Distributor- Mortgage Product 

Upfront 1,350 6,750,000 

Trailing 2,025 10,125,000 

- Investment Product 

Upfront Nil Nil 

Trailing 6,167 9,542 30,835,000 



6.4 Capital Appreciation and Home Value 

The sample loan used in the spreadsheets of $ 600,000 produces a loan at 45% LVR 
of $ 270,000. Using the capital appreciation rate over 15 years of 3.1% p.a, (as 
quoted by Chief Economist of AMP being the annual average of home value 
increases over the long term to date since 1926) the home value would then be 

$946,165. 

This creates a capital gain to the Retiree of $ 346,165 against a loan principal 
repayment of only $ 270,000. 

Unlike shared equity loans, the difference of $ 76,165 would accrue 100% (where 
target average investment earnings are achieved) under the Home-Retire product to 
the Retiree. Where target average investment earnings are not achieved, any 
capitalised interest would, of course, be deducted from this amount. 



C o rn me rciaWn -Confidence 
Patent Pending 
Copyright © 2004 Home-Retire Pty Ltd 



15 

Home-Retire Life Expectancy Income Stream for Retirees 



7.0 SUMMARY 

The Home-Retire has developed an innovative financial product that provides 
Retirees with a worthwhile life expectancy income stream (with optional health and 
hospital insurance coverage) and complies with Social Security Rules. 

The Home-Retire product combines a Mortgage Product component with an 
Investment Product component, each having specific characteristics unique to the 
market. 

The financial model underlying the Home-Retire product has been designed 
such that the cost of borrowed funds will determine a target average 
investment earnings rate where, if achieved, will ensure all mortgage interest 
will have been paid by the end of the loan. 

This leaves only the loan principal to be repaid or re-financed at the end of the loan. 

Where the rate of appreciation of home prices is 3.1 % p.a. over the long term as 
reported from 1926 to date (CountWealth publication Winter 2004 Issue No. 77), the 
capital gain will exceed the loan principal to be repaid. 

Where interest rate and investment conditions deteriorate and the target average 
investment earnings are not achieved then the mortgage interest due is capitalised in 
whole or part for that poor performing fund year. 

When compared with typical reverse mortgages and under all interest rate and 
investment conditions, the Home-Retire will result in a lower loan payout at the 
end of the long since the investment fund will always be deriving some 
investment earnings. 

Accordingly, the unique features of the Home-Retire product offer the only real 
retirement solution whereby the Retiree can maintain lifestyle and still retain the 
family home for his or her benefit. Because it is also a 100% reversionary product 
Home-Retire will also benefit the nominated Spouse/De facto Partner and/or 
Beneficiaries in event of the Retiree's early death during the loan term. 

Unlike so-called 'retirement products' being offered by banks and some financial 
institutions the entire loan amount cannot be drawn down by the borrower at 
commencement. This obviously encourages a 'spending' attitude rather than a 
Savings' one. 

With Home-Retire the loan amount is provided solely for the purpose of purchasing 
an investment product which provides a capital guaranteed income stream regularly 
throughout the Retiree's life expectancy years of retirement. 

Home-Retire's product is protected by patents pending through Spruson & Ferguson, 
Patent Attorneys, , 
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USE OF THIS DOCUMENT 



This document is provided pursuant to an agreement to maintain Confidentiality 
2tch maTor may not be in writing. The information is provided solely for the 
punfose of evaluation and discussion of the technology and proposed relationship 
Keen the parties. The information disclosed in this document mus not be 
disclosed to any third party without the written consent of Home-Retire Pty Ltd. 



DISCLAIMER 



The information in this document is a draft proposal of a general nature only provided 
Jo facmZ initial discussion of the technology and Purred business e ^ment 
and relationship. While the information is provided in good faith each P^^uM 
undertake and rely on its own enquiries in relation to the technology and tc 
appropriateness of the proposed structure, including the receipt ofmdependent 
latent leqat tax actuarial and financial advice before relying on it. The information 
TaTtewbjeTtoVssumptions and qualifications not disclosed in this document and 
is subject to change. 
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ANNEXURE 

Frequently Asked Questions 

Q. What is the difference between using a variable rate interest only 
mortgage and a year fixed interest rate mortgage? 

The purpose of providing a sample loan analysis for either type of mortgage is to 
show the effect of the differential costs of borrowing to the Home-Retire financial 
model. 

Fixed rate mortgages will always be at least 0.75 to 1.25% dearer than variable 
rate mortgages (depending upon 5, 10, 15 or 30 year fixed terms) and will, 
therefore, require the setting of higher target average investment earnings in the 
fund. 

However, by offering either type of interest rate regime, the Retiree can choose 
the level of interest rate risk. 

The Retiree should take into consideration that variable rates will move with the 
market and, over time, so will investment earnings associated with the 
borrowings. On the other hand, fixed rates are more expensive and will require a 
higher target average investment earnings rate to self-balance the model. 

Under a fixed rate mortgage there will be a greater chance that some mortgage 
interest will remain payable at the end of the loan term if the higher target 
average investment earnings are not achieved. Additionally, fixed interest 
mortgages are subject to costs should the Retiree vacate the home or payout the 
loan early. 



Q. What is meant by 'self-balancing' the Home-Retire financial model? 

The Home-Retire financial model sets a target average investment earnings rate 
to be achieved by the Funds Manager. This is an average rate over the life of the 
loan and, where achieved, ensures that all mortgage interest will have been paid 
in full . 

This is a unique feature of the Home-Retire product that ensures the crippling 
compounding effect of deferral of all mortgage interest until the end of the loan as 
under a typical reverse mortgage is avoided. 
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Q. What type of investment fund is it? 

The fund is a capital guaranteed fund thereby ensuring the loan principal is at aH 
times protected and available for income distribution to the Retiree. 

The fund relies on a portfolio of asset classes and is heavily equities based in 
order to achieve higher returns that historically associated with capital 
guaranteed funds. 

In the last year a new generation of capital guaranteed and defined outcome 
financial products have emerged underwritten by major institutions such as 
Citigroup, Westpac, Credit Suisse, Colonial Mutual, Prudential and NAB. 

It has to be recognised that a proportion of funds will be required to kept in low 
yielding cash and fixed interest securities to meet liquidity and cashflow 
requirements of the fund as it meets its routine Retiree payments and pays the 
periodic mortgage interest payments. 

Q. What happens if the investment fund earns less than the target 
earnings? 

The target average investment earnings rate is an average over the life of the 
loan. These loans are for periods upto 15 years which should offer the 
opportunity sufficient time for the investment manager to smooth out the highs 
and lows of investment market and interest rate cycles. 

The target rate is set by the Home-Retire financial model and should be 
compared with 3 or 5 year historical average returns of the Top 20 Fund 
Managers. 

However, investment returns are subject to market conditions and fluctuations. 
Returns will vary from fund year to fund year throughout the course of the loan 
term. 

The Investment Manager will utilise various investment risk management and 
hedging strategies withih the investment portfolio itself. Additionally, under the 
Home-Retire product the Investment Manager is able to utilise further risk 
management tools in any poor performing fund year, including: 

• Investment profits above the target average investment earnings from 
prior years may be accrued at the Investment Manager's discretion rather 
than paid out as periodic Bonuses to the Retiree 

• Unpaifl Bonuses may be used by the Investment Manager to maintain a 
'notional* target earnings rate by topping-up actual earnings 

• Make a recommendation to the Retiree, depending upon market 
conditions, to swap from fixed interest rates to variable interest rate under 
the mortgage 
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Under abnormal market conditions where poor returns are experienced over a 
prolonged period, the continuing payment of mortgage interest plus Retiree 
income may result in a fund deficit in later years. 

There are six possible ways of normally dealing with this situation: 

• Pass the risk onto the Retiree by simply shortening the loan term, as 
required, in order to avoid deficit funding and remove cashflow 
negative years in the latter part of the loan term 

• Cover the risk with some form of mortgage or financial insurance 

• Seek an income or interest rate guarantee and factor in the further 
cost 

• Adopt an ultra conservative investment strategy or one that is fully 
hedged 

• Draw down a prior arranged second loan tranche to top up the 
investment fund 

• Release further equity in the home to continue funding based on a re- 
valuation supported by capital growth in the value of the property 

Home-Retire considers each of these options to be unacceptable and prefers 
to deal with any investment risk in the following unique manner: 

• To permit the Retiree to swap from fixed interest rate to variable rate 
under the mortgage 

• UsJe a new type of 'hybrid' flexible mortgage that has the features of 
both a Vanilla* interest only mortgage and a typical reverse mortgage 

• This permits the capitalisation of all or part of the mortgage interest in 
any poor performing fund year 

• Any capitalised interest can be repaid from investment profits or 
accrued Bonuses of future fund years 

• This product feature further enables the Investment Manager to 
smooth out investment and interest rate market cycles 

• Any unpaid mortgage interest remaining at the end of the loan period 
is capitalised with the loan principal and repaid by the Retiree in the 
usual manner 

Adopting this approach the Home-Retire loan payout will, even under adverse 
investment conditions, always be substantially less than a typical reverse 
mortgage^ 

Of course, there will be no mortgage interest payable where target average 
investment earnings are achieved over the life of the loan. 
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Q What happens where investment earnings exceed the target rate? 

The Home-Retire financial mode*! sets the target average investment earnings 
rate. The principal aim of the financial model is to 'self-balance' and, thereby, 
ensure all mortgage interest is paid at the end of the loan period. 

Where the Investment Manager achieves above average investment 
performance and exceeds target earnings in any fund year, there will be an 
investment profit. 

Throughout the term of the loan the profit is accrued as a Bonus payable to 
the Retiree. The timing of any Bonus distribution is entirely at the discretion 
of the Investment Manager. 

The Investment Manager shares in any Bonuses distributed as a performance 
incentive to maximise investmeht earnings. 

Upon expiry of the loan term all remaining accrued Bonuses must be 
distributed to the Retiree. 
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NOTES: 



1. Sample loan based on home value of $ 600,000 @ 45% LVR Retiree 65 years ofage (i.e . Term 15 years) 

2. Wholesale mortgage funding rate 7.9% pa. (Variable Interest) Retail 7.975% p.a. 

2. Fund is self-balancing at 9.75% p.a. target investment earnings with no further fcabfftty for interest repayments 

3 Where target investment earnings are achieved the only remaining obligation of Retiree t end of loan term is to repa 

4. Capital appreciation of the original security property at a rate of 3.1 % p.a. permits refinai* ring by borrower (or depend 

5. Earnings above 9.75% p.a. are distributed to the Retiree by way of Penodic Bonuses at tt ie discretion of the Investmc 

6. Principat is Capital Guaranteed by the Fund Manager/investment Underwriter 

7. External mortgage is variable interest Only .... 
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